
Members  f the Federal Reserve B ard met with the Federal Advis ry C uncil  n May 11, 2018. 
During the meeting, C uncil members c mmented  n recently pr p sed revisi ns t  the B ard's 
regulat ry capital rules t  implement the Current Expected Credit L ss (CECL) acc unting 
standard, including CECL's p tential effects  n bank lending and capital levels. The C uncil 
pr vided the f ll wing written c mments  n the interagency n tice  f pr p sed rulemaking 
(Implementati n and Transiti n  f the Current Expected Credit L sses Meth d l gy f r 
All wances and Related Adjustments and Related Amendments t  the Regulat ry Capital Rules 
and C nf rming Amendments t  Other Regulati ns (D cket N . R-1605, RIN 7100-AF04)). 

CECL Imp ementation
Banks and bank regu ators continue to discuss the various cha  enges that the current
expected credit  oss (CECL) accounting standards pose to operations, supervision, 
interaction with stress testing, and the treatment of regu atory capita . What does the 
Counci  see as the highest priorities for the banking industry and its regu ators for 
successfu  imp ementation of CECL?

The C uncil sees three t p pri rities f r the banking industry and its regulat rs t  ensure 
successful implementati n  f CECL.

1. Ensuring consistency in CECL imp ementation practices.

Implementati n  f the new CECL standard all ws f r variability in the interpretati n  f h w 
financial instituti ns empl y life- f-l an f recasting meth d l gies. This variability c uld 
lead t  a wide range  f practices and make financial c mparability f r similar levels  f risk 
exp sure difficult. As an example, analyses perf rmed by s me banks in the industry have 
c ncluded that CECL reserves can vary dramatically depending  n the bank's ch ice  f a 
time h riz n f r a “reas nable and supp rtable” l ss f recast bef re relying  n l ng-term 
hist rical inf rmati n. Similarly, a recent benchmarking study  f several banks fr m vari us 
nati ns subject t  IFRS 9 acc unting standards published by The RMA  ournal1 f und that 
credit l ss estimates varied significantly by a fact r  f 12 t  15 times,  n average, f r a 12- 
m nth expected credit l ss (ECL) “f r the same hyp thetical b rr wer.” These differences 
 ccurred due t  variability in different meth d l gies, data s urces, and assumpti ns, even 
th ugh the banks based their estimates  n c mm n macr ec n mic f recasts and used a 
c mm n estimati n meth d. T  help narr w the p tential variability in implementati n and 
results and t  ensure easier financial c mparability f r similar levels  f risk exp sure, the 
C uncil enc urages regulat rs t  c nsider pr viding interpretative industry guidelines that 
will help narr w the range  f p tential practices, while rec gnizing the industry's desire t  
limit pr -cyclical impacts when p ssible.

2. Providing c ear supervisory expectations and guidance for how CECL wi   intersect 
with regu atory capita  po icies and how it wi   be incorporated into the CCAR process.

1 The RMA  ournal, “Credit L ss Estimates Used in IFRS 9 Vary Widely, Says Benchmarking 
Study,” May 2018.



Transiti ning fr m the current incurred-l ss appr ach t  CECL, under which banks must
immediately b  k reserves f r estimated l sses  ver the entire life  f the l an, p ses unique 
challenges as c mm n equity tier 1 (CET 1) and tier 1 capital levels will be reduced with ut 
any underlying change t  risk exp sure  r ec n mic c nditi ns.

Regulat rs have ackn wledged the p tential negative impact  n capital related t  the rule
change, and as a result, recently issued a j int pr p sal t  pr vide banks with the  pti n t 
phase in the “day  ne” regulat ry capital impact  f the CECL acc unting meth d l gy  ver 
a three-year peri d. While this phase-in can temp rarily s ften the regulat ry capital impact, 
experience with previ us regulat ry phase-in peri ds suggests that key stakeh lders (i.e.,
invest rs, rating agencies, etc.) typically presume the fully phased-in  utc mes when
analyzing banks. While the C uncil is supp rtive  f the phase-in, it believes m re must be
d ne.

One c ncern c nveyed by the C uncil members is that, with respect t  pr -cyclicality, the
“day  ne” regulat ry impact  f CECL is n t an impr vement  ver the previ us incurred-l ss 
meth d l gy. As an example, several industry CECL back-tests perf rmed pri r t  and 
during the Great Recessi n sh wed that using base ec n mic f recasts at the time  f reserve­
setting did n t generate a materially different timing  f “reserve build” than what actually 
 ccurred under previ us acc unting meth d l gies. Furtherm re, the timing issue was 
exacerbated by reserve peaks, which resulted in levels 50% t  m re than 100% higher than 
what  ccurred under the pri r meth d l gy. In these m deled scenari s, the significantly 
higher levels  f the all wance f r l an and lease l sses during a d wnturn w uld strain 
regulat ry capital rati s, which w uld be c untercyclical and adversely affect the availability 
and aff rdability  f credit t  key c nstituents.

The C uncil believes that, with ut a regulat ry capital adjustment, CECL will have
significant and adverse impacts  n the pricing, terms, and supply  f credit f r l nger-dated
credit pr ducts (m rtgage l ans, student l ans, pr ject finance) and will pr vide an incentive 
f r banks t  reduce lending t  riskier cust mers. The r le  f maturity transf rmati n that 
banks pr vide will be negatively impacted by the ad pti n  f CECL, absent regulat ry
capital adjustment, and the new acc unting ar und CECL pr visi ns w uld in effect be
driving credit all cati n decisi ns by banks and f r the ec n my.

The C uncil believes that the s luti n t  this issue is f r bank regulat rs t  either recalibrate 
d wnward regulat ry capital minimums  r t  all w a CET 1 credit f r the additi nal l ss 
abs rbency  n banks' balance sheets resulting fr m the CECL pr visi ns. These higher 
reserves are m re cl sely related t  unexpected l sses (i.e., capital). Making this type  f 
adjustment w uld leave banks in a c mparable place, in terms  f capital available t  lend and 
their lending risk appetite, as they are in t day. The measurement and meth d l gy f r such 
an adjustment c uld be s mewhat tricky and c mplex and w uld theref re require analysis 
and study.

C uncil members als  n ted h w the intersecti n  f CECL and the C mprehensive Capital
Analysis and Review (CCAR) c uld amplify l sses and, in all likelih  d, bring l sses
f rward in CCAR stress tests, based  n the reserving meth d l gy described in the Federal
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Reserve's 2013 “Range  f Practices and Expectati ns” d cument. The C uncil is h peful
that CCAR will  ptimally include CECL in a manner that pr m tes transparency and
c mparability, represents firm-specific credit risk, and is c nsistent with h w the all wance 
w uld w rk in an actual stressed envir nment. The Federal Reserve B ard staff has held tw  
meetings with the industry t  discuss this issue, and has asked the industry t  make
meth d l gy pr p sals f r h w CECL sh uld be m deled in CCAR. As this w rk is being
d ne, the C uncil believes it will be imp rtant f r the B ard t  c mmunicate, as quickly as
p ssible, its expectati ns f r appr priate meth d l gies, guardrails, and assumpti ns f r
CECL-reserving in CCAR 2020.

3. Conducting a study to understand both the impact of CECL in different economic
environments and the differences in g oba  provisioning standards (CECL vs. IFRS 9).

C uncil members n ted that CECL implementati n may create higher c sts f r banks, which 
c uld lead t  unintended c nsequences f r b rr wers  f l nger-ten r pr ducts (f r example, 
h me m rtgage, h me equity, student, and selected c nsumer finance l ans). P tential
c nsequences include higher rates, l wer l an availability,  r structural changes t  l ans that 
w uld sh rten their ten r. This p tential negative impact  n cust mers c uld make it m re 
difficult f r banks t  play their imp rtant r le as financial intermediaries. Alth ugh it is
difficult t  fully anticipate all  f the unintended c nsequences CECL c uld have  n l an
markets and pr ducts, a C uncil member highlighted h w Canada is already n ting changes 
t  its residential m rtgage renewals due t  the IFRS 9 implementati n in January 2018. 
Alth ugh the Canadian residential m rtgage market is different fr m the U.S. market, the 
effects in Canada c uld serve as a p tential case study f r the United States, as part  f a 
larger eff rt t  fully understand h w CECL will impact b rr wers in the U.S. l an market.

A sec nd issue raised by the C uncil is whether U.S. banking entities that have gl bal
f  tprints w uld be disadvantaged relative t  their U.K./Eur pean c unterparts, given
differences in gl bal pr visi ning standards (CECL vs. IFRS 9). C nsidering the p tential
real-w rld impacts  f CECL and p tential differences in gl bal pr visi ning standards,
C uncil members believe further study w uld be c nstructive.
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